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General Business Conditions. 





HE general business situation has 

changed but little in the past month, 

but certain developments have taken 

place that afford a substantial basis 

for better feeling. The most notable 
of these is the acceptance by Germany of the 
findings of the Reparation Commission and 
the terms of settlement based thereon. This 
has averted the strain and uncertainty that 
would have resulted from an invasion of Ger- 
many by allied troops, and probably will re- 
sult in a considerable reduction of the stand- 
ing army of France, besides leading to a quick- 
ening of industry in Germany and a more set- 
tled feeling in all Europe. 

The elections in Italy which took place on 
May 22d yielded results encouraging to the 
stable elements of society. Although the coal 
strike in England has not been settled and the 
industrial situation is very serious from lack 
of fuel, the efforts by the radical element to 
make the strike the focus of a revolution have 
utterly failed. 

In this country the Railroad Labor Board 
has followed up its action ‘in releasing the 
railroads from the costly national agreements 
with the labor organizations, made while the 
roads were under government control, with 
an announcement that prevailing conditions 
justified a downward revision of wages, and a 
decision as to the amount of such reductions 
in the cases before it would be rendered June 
Ist, reductions to take effect July Ist. Other 
complaints are now being filed, and it is as- 
sumed that the revision will extend to the en- 
tire railroad pay-roll and that it will result in 
a material degree of relief to the railroad 
situation. 

The trend of wages has continued slowly 
downward, the United States Steel Corpora- 
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tion falling into line during the month with a 
reduction of 20 per cent. In this case and gen- 
erally the situation has been accepted by the 
workers in good spirit as a necessary read- 
justment to changed conditions. 

The trend of prices has continued down- 
ward, but apparently the bottom has been 
reached with the principal staple commodities. 
Wheat has had a rise which if sustained will be 
of material benefit to the farmers, and 
the other grains have advanced slightly. There 
are some symptoms of improvement in foreign 
markets for cotton goods, and now. that the 
peace settlement has been made theré*is hope 
that with a settlement of the British coal 
strike the dead-lock in wor jiradg. may) Dé 
broken. The whole situatiot is abnormal, as 
there is under-consumption inep-cqpatrigs for 
want of the products that are ‘unsaleahley, 


The Crops 


The winter wheat crop in the Southwest has 
been reported as suffering from drought, the 
estimate for Kansas being materially reduced. 
Evidently there was a considerable short in- 
terest outstanding, which was impelled by 
the crop news, together with the steady 
export movement, to cover its position, and 
the result was a rise at the outside of about 
60 cents per bushel in the May delivery, while 
the July delivery advanced about 25 cents. For 
the 46 weeks ended May 19, the exports of 
wheat and flour from the Unite@ States and 
Canada amounted to the equivdlent of 389,- 
712,629 bushels, and for the single week ended 
at the above date the exports were 9,260,946 
bushels. The movement from Argentina has 
been disappointing to those who looked for 
lower prices, being hampered by the port 
strike at Buenos Aires and the government’s 
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policy as to export taxes. It is evident that 
the carry-over in this country and Canada will 
be small. 

A report which lacks confirmation has been 
in circulation, telling of the movement of a 
cargo of wheat from England to Russia. How- 
ever that may be, there is little prospect of 
exports from any part of Russia this year and 
the supplies of the Balkan countries will not 
be large enough to afford any contribution to 
Western Europe. Crop reports from other 
countries are generally favorable. 

Common opinion about the cotton acreage 
is that the reduction from last year will be 
about 30 per cent, and that the restriction in 
use of fertilizers will cause a further curtail- 
ment of the crop. Cold weather has retarded 
planting and germination and the outlook at 
the beginning of the season is for a substan- 
tial reduction. 

Dairy products have been about steady dur- 
ing the past month, but are going into cold 
storage for next winter at prices not above 
those of the pre-war period. 

The live stock markets have been fairly well 
maintained during the month of May, hogs 
at Chicago holding above $8.00 until the last 
days of the month, when they broke through 
that price. The cattle and sheep markets have 
about held their previous position. 

The weather has been cold and the season is 
a little backward, but the soil over the leading 
farming states is in good condition, labor is 
plentiful, and the crop is being put in with 
costs largely reduced. 


Industrial Activity 


The industrial situation in this country con- 
tinues to be uneven and on the whole without 
pronounced development. The industries mak- 
ing goods of common consumption, and in 
which depression has existed for practically a 
full year, such as the manufacture of clothing 
and shoes, have experienced a revival, old 
stocks having been depleted to a point where 
dealers are obliged to buy to supply current 
trade. Hides and leather are in better demand 
and bringing better prices. Wool purchases by 
manufacturers have not been in proportion to 
the orders for cloth on their books, but they 
have been buying continuously and the tone 
of the market has been better, although prices 
are not much higher. Utah growers are re- 
ported as contracting at 17 cents, against 63 
cents a year ago. The consumption of 
raw cotton by the United States mills fell 
off from 437,933 bales in March to 408,882 
bales in April, but the latter exceeded the 
consumption of any other month since Sep- 
tember. The consumption of April, 1920 was 
566,914 bales. 

The gains that have been made in some in- 
dustries do not amount to complete recovery 


or of themselves promise that complete recov- 
ery is near at hand. That cannot occur until 
there is recovery in the other industries. 

The iron and steel industry, which in past 
times has been considered the best index of 
general business conditions, is at the lowest 
level of production in many years, with no 
trustworthy signs of improvement aside from 
the general factors of the situation named 
above. It is waiting on better net revenues 
for the railroads, a revival of construction 
work, and more general prosperity. 

The building industry lags, although at this 
season work should be in full swing. Per- 
mits taken out in April in 201 cities as report- 
ed by the American Contractor, aggregated 
$152,100,000; which compared with $200,234,- 
263 in the same cities in April, 1920, a reduc- 
tion of 24 per cent. The high cost of building 
operations is everywhere given as the main 
reason for the absence of activity at present. 

The demand for automobiles and tires has 
not been fully sustained, indicating that the 
April activity was seasonal and in part tem- 
porary. Price reductions are general. Busi- 
ness in this line in the agricultural districts 
has suffered a severe set-back, which is no 
more than might be expected when the sale of 
farming implements is almost at a standstill. 


Credit Conditions. 


Although the volume of bank credit still is 
much above normal proportions, it has been 
largely reduced since the first of the year, and 
the strain at the centers is much reduced. Ap- 
prehensions as to unfavorable developments in 
the credit situation as a whole are no longer 
seriously felt. The money markets are easing 
slightly, as bank loans are reduced, reserve 
bank rates in this country having been gener- 
ally reduced from ¥% to 1 per cent during the 
past month. The Bank of England rate has 
been reduced from 7 to 6%, and the Bank of 
Sweden rate from 7% to 7. The Norwegian 
rate is 7 and the Danish rate 614. The secur- 
ity markets have given a good account of them- 
selves, the flotations in this country having 
been very large and well taken. In London 
the financial markets have been steady, not- 
withstanding the grave industrial situation. 

Inter-bank borrowing among the Reserve 
banks has increased during the past month, 
the banks directly serving the chief ag- 
ricultural districts requiring aid to enable 
them to meet the legitimate demands arising 
from the activities of the spring season. This 
has been expected and is necessary. Credit 
must be found to carry on the productive 
processes of the country. Obviously every sec- 
tion and interest is served by so doing. There 
will be no prosperity for “big business” or 
little business of any kind unless production 
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goes on—little freight for the railroads, trade 
for the cities, or deposits for the banks, if the 
crops were not forthcoming. 

Bank deposits in agricultural districts have 
suffered by the one-sided decline of prices, 
which has been most severe upon agricultural 
products, with the result that where they are 
grown deposits have been drained away to 
pay the debts and balances accruing to other 
sections. The agricultural districts are rich 
in indispensable commodites and real wealth, 
but more than any other branch of industry 
agriculture is dependent upon world markets 
and world prices. It is temporarily embar- 
rassed, as it has been at times in the past, but 
it will come back as it always has, and the 
whole country is interested in its having every 
practicable facility for maintaining production 
and for moving its products into the world 
markets where they can find distribution. 


The Reparations Situation. 





The most important event of the past month 
has been the agreement reached between the 
Allied Powers and Germany as to the amount 
of the reparation payments. The total sum is 
fixed at 132,000,000,000 of gold marks, less the 
amounts already credited to Germany on ac- 
count of payments and deliveries of various 
kinds, aggregating several billions of marks. 
The debt is to be evidenced by gold bonds, 
divided into three series, described as “A”, “B” 
and “C.” Series A, amounting to 12,000,000,000 
gold marks will be delivered by July 1, 1921. 
Series B, will be delivered by November 1, 
1921. -These bonds will be distributed to the 
Allied governments according to the ratio of 
participation which they have agreed upon. 
They will draw 5 per cent interest and 1 per 
cent for a sinking fund. The remainder of the 
obligation, 82,000,000,000 gold marks, will be 
evidenced by the bonds C, which will be exe- 
cuted by Germany, but, unlike Series A and B, 
will be held by the Reparation Commission, 
and, according to the statement of the British 
Prime Minister in the House of Commons, 
will be issued according to the capacity of 
Germany to pay, as determined from time to 
time by the Commission. 

Interest upon the bonds of Series C will be 
non-cumulative while in the hands of the Re- 
paration Commission, but a surplus of pay- 
ments over and above the amount required to 
meet interest and sinking fund payments on 
Series A and B will be credited as interest on 
Series C. 

Payments by Germany are to be made, first, 
in a fixed annual sum, approximately $500,000,- 
000, in quarterly installments, and, second, in 
a variable sum amounting to 26 per cent of the 
aggregate value of German exports from year 
to year. The flexible character of the last pro- 
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vision, and the fact that it adjusts the amount 
of the payments to the trade and prosperity of 
the country, has provided the basis upon which 
an agreement was reached. 

Of the $500,000,000 fixed annual payments, 
$125,000,000 was to be paid by June 1, $125,- 
000,000 more by July 1 and theredfter every 
three months, 


First Preferred, Second Preferred and Common 


The aggregate amount of the A and B bonds 
is equivalent to about $12,000,000,000, and is 
not far from the amount that Germany had 
previously offered to pay. These bonds are 
counted upon as marketable assets. M. Jaspar, 
Minister of Foreign Affairs for Belgium, upon 
his return to Brussels from attending the 
meeting of the Supreme Council at which the 
scheme was adopted, gave out an interview in 
which he stated that the Reparation Commis- 
sion would sell them to neutrals and Ameri~ 
cans, and is quoted further as follows: 

What was especially interesting in this financial 
scheme was that the indemnity due to the Allies from 
Germany as a political debt would become, by its sale 
to Americans and Neutrals, a commercial debt, and 
when once a certain quantity of these bonds was in 
foreign hands the whole credit of Germany would be 


affected if political preoccupations once more came 
into play. 


The fact that the bonds of Series C are not 
distributed, and the statement of Mr. Lloyd- 
George concerning them, shows that their 
value is regarded as prospective and more or 
less uncertain. If industry and trade the world 
over have great expansion—if invention, capi- 
tal accumulations, and the development of 
regions like Russia and South America in- 
crease the total of international trade and 
Germany secures a liberal share of it, Series 
C may become a good asset. A large part of 
Germany’s pre-war trade was with Russia and 
Eastern Europe, and conditions are not favor- 
able to speedy recovery in that quarter. 


Sums Likely to be Realized 


Mr. Lloyd-George, in describing the plan of 
variable payments, stated that the proceeds in 
the early years would not be sufficient to pro- 
vide the interest upon all the bonds, but that 
the amount would increase with the recovery 
of German trade. He said that before the war 
German exports amounted to about $2,500,- 
000,000, and that at the present time the same 
physical volume would amount to about double 
that sum, which would seem to be rather a 
liberal calculation in view of the recent decline 
of prices. If exports should amount to $5,000,- 
000,000 per year the total sum available for 
payments, including the $500,000,000 fixed sum 
would be about $1,800,000,000, approximately 
6 per cent on the bonds of all three series. 

German exporters are to turn over to the 
German government foreign bills amounting to 
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the required percentage of the value of the ex- 
ports, and the government will pay these over 
to the Reparation Commission, reimbursing 
the exporters in German money. The plan 
does not contemplate that the exporters shall 
bear the tax, but merely that they shall sup- 
ply the means of paying it. The German Treas- 
ury will have to reimburse itself by do- 
mestic taxation, and that is where the test of 
the plan will come. Can that amount of taxes 
be collected and exports at the same time 
maintained at the required rate? 


Will the Plan Encourage or Discourage Exports? 


Objection has been made to the plan of bas- 
ing payments upon German exports, ,on the 
ground that it would stimulate them, but the 
plan is based upon the sound theory that the 
payments must be accomplished by means of 
exports. It is not clear that the policy will 
stimulate exports. It seems more likely to 
prompt Germany to be more self-contained 
than it has been in the past, as it is safe to say 
that not much international trade is carried on 
at a profit as high as 26 per cent. As the indi- 
vidual exporter does not make the payment, 
his incentive to sell is not directly affected, but 
apparently the influence upon national policy 
naturally will be to discourage imports, which 
must be paid for with exports. 


A Definite Settlement 


Naturally the question rises whether or not 
this is a final settlement. It promises to be 
such, at least in the sense that under the plan 
there will be a practical demonstration of what 
Germany is able to pay. There has been room 
for wide differences of opinion upon this point, 
and these have been the main obstructions to 
an agreement. The ability of Germany to 
pay, as we have heretofore pointed out, de- 
pends in part upon the willingness of other 
countries to buy her products, and in part 
upon the willingness of the population to work 
for low wages and consume little in order that 
their products may be sold cheaply and ex- 
ported in large volume. The undertaking is 
an experiment in indemnity-collection, in soci- 
ology and in world trade. The Allies are 
basing their expectations of getting anything 
above about $12,000,000,000 upon the recov- 
ery and growth of German exports. If they 
fail to rise as anticipated, there will be noth- 
ing to do but accept the situation, and perhaps 
eventually modify the fixed terms, but it does 
not seem likely that any serious crisis will 
arise again over the question of indemnity 
payments. In view of the difficulties in which 
the settlement was involved, and the un- 
promising state of negotiations a few weeks 
ago, this is a fortunate outcome, 


Making Way for Constructive Forces 


The settlement, therefore, may be considered 
a long step toward the revival of trade and in- 
dustry in Europe. It was necessary that a set- 
tlement be had before the constructive forces 
could be set to work in earnest. With this ac- 
complished, the enterprise and business acu- 
men of all countries will set to work to revive 
the old international relationships, and to sup- 
ply the wants and utilize the industrial ca- 
pacity of the population of Europe. 

It will take time to bring order out of the 
existing confusion, but as progress is made 
and confidence grows, the new development 
will be accelerated. There is reason to be- 
lieve that the great body of the people through- 
out Europe are sick of agitation, strife, idleness 
and privation, and would like to have peace, 
order, work and regular pay days. Once con- 
ditions are settled and the people everywhere 
turn their minds from agitation to industry in 
a spirit of co-operation, the improvement 
should be rapid. 

Europe has great need for the food products 
and raw materials of the United States, and 
although the means of payment are not at hand 
that difficulty surely can be overcome, once it 
is evident that the period of disorder is past 
and that an era of reconstruction and progress 
has really begun. 


British Coal Strike. 


An illustration of how the interests of na- 
tions are knit together is afforded by the 
relation of the British coal strike to the Spa 
agreement. That agreement, entered upon 
last Fall, required the German government to 
increase its deliveries of Ruhr coal to France 
to 2,000,000 tons per month, which in view of 
the depression of industry that soon followed, 
proved to be more coal than France could 
use in addition to her own supplies, and part 
of it was offered for sale in outside markets. 
Prior to that France was buying important 
quantities of coal from England, and with the 
loss of the French market, and with the 
French offerings of Ruhr coal outside, the de- 
mand for Welsh coal was so seriously affected 
that the price fell below the cost of produc- 
tion, the government to avoid losses turned 
the mines back to the owners and the latter 
inaugurated a wage cut so severe that it 
brought on the strike. When a situation is as 
complicated as the world situation is at this 
time no one cause may be charged with all 
responsibility for general results, but undoubt- 
edly the Spa requirement has been a factor in 
this coal situation. 

It is one illustration of the many appearing 
from day to day, showing that the fundamen- 
tal interests of all nations are complementary 
and in harmony, instead of in conflict. The 

















competitive conditions upon which so much 
emphasis is laid are superficial and relatively 
unimportant, just as the competitive conditions 
which exist within each country are inciden- 
tal to the organization of industry. Competi- 
tion is the method by which individuals and 
nations find their places in the industrial or- 
ganization, but there is work enough and busi- 
ness enough for all. Prosperity is found for 
all in a state of balanced industry, which en- 
ables each country to exchange its products 
for the products of others. The prostration of 
industry at present all over the world is due 
to a state of social and industrial disorganiza- 
tion that is preventing the normal exchanges 
from being made. The remedy is not in mea- 
sures that arbitrarily interfere with trade, the 
far-reaching effects of which cannot be fore- 
seen, but in closer co-operation to restore nor- 
mal production and trade throughout the 
world. 


United States Government Finance. 


The letter, dated April 30 last, addressed 
by Secretary Mellon to the Chairman of the 
Ways and Means Committee of the House 
of Representatives gave a succinct statement 
of the condition of the national finances which 
it would be well for bankers, business men, and 
all others who ‘wish to be familiar with the 
problems now confronting the Treasury, to 
study. The interest upon the public debt alone 
now calls for a sum greater than the total 
revenues of the national government before 
the war, there are other heavy items of more 
or less permanent expenditures resulting from 
the war, and a higher scale of expenditures in 
all departments of the government. The num- 
ber of employes on the civil list on June 30, 
1914, was 482,121, on July 1, 1920 was 691,116, 
and on December 31, 1920 was 640,175. It is 
a difficult task to reduce the number of gov- 
ernment employes, but the President has 
pledged his administration firmly to that pur- 
pose. 





The Public Debt 


The total outstanding bonded debt on March 
31, 1921, was $16,163,218,620. In addition to 
this there were ‘short-term issues as follows: 





Victory Liberty Loan $4,100,453,105.00 
Treasury Certificates (all kinds)............ 2,754,841,450.00 
War Savings Stamps (net cash re- 

ceipts) 723,659,586.89 








f 
Total short-term Aebt ....cseessssseersreees $7,578,954,141.89 


The Secretary calculates that a reduction 
of perhaps $1,000,000,000 in the floating debt 
may be accomplished in the next two years, 
through the operation of the sinking fund and 
other redemptions. Including $237,931,635.94 


of debt upon which interest has ceased, the 
pn gross debt on March 31 was $23,980,104,- 
397.83. 





The $4,100,000,000 of Victory Loan notes are 
redeemable on June 15 and December 15, 1922, 
but fall due on May 20, 1923. All of the 
Treasury certificates and most of the War 
Savings certificates have maturities within the 
latter date. In all, they sum up a formidable 
array of payments called for in the next two 
years, which must be provided for in the main 
by refunding operations. 

The absorption of billion dollar loans in time 
of peace by voluntary subscriptions obviously 
is a very different thing from the placing of a 
like amount in war time through a nation- 
wide organization which reached into every 
township and virtually fixed a quota for every 
neighborhood. On the other hand, a refund- 
ing operation does not call for new money; 
it replaces old securities with new, and returns 
to the money market all the money it takes 
from it. Nevertheless, such operations on a 
great scale may seriously disturb the financial 
markets. 


Refunding Operations 


The Treasury doubtless will plan its offer- 
ings to induce the present holders of Victory 
notes to exchange them for the new issues, 
and to reduce the amount of the floating debt 
by conversion into investment securities, as 
fast as this is practicable. 

It is evident that the situation is very differ- 
ent from that of war time, when the original 
flotations were made, and that the public must 
be approached in a different manner. Sub- 
scribers generally will consider the new offer- 
ings from the standpoint of personal choice 
and self-interest; they will take the new se- 
curities if they want them as an investment, 
otherwise not; which means that the interest 
return must bear a satisfactory relation to 
current market rates. 

In other words the policy maintained in 
war time of placing government securities be- 
low the rate at which the market would vol- 
untarily take them as investments is no 
longer practicable. The results of that policy 
in war time are now evident in the present 
market prices of the Liberty issues and in the 
comments of disgruntled former holders who 
sold at a loss. Moreover, the results of that 
policy have reached far beyond the losses 
taken by the bond subscribers. The low in- 
terest rate on the bonds dictated a low inter- 
est rate upon loans at the Federal Reserve 
banks, and by stimulating inflation probably 
increased the cost of the war to an extent that 
more than offset the saving of bond interest. 
And this influence upon the discount rate con- 
tinued long after the government flotations 
had been accomplished, and hampered the ac- 
tion of the Federal Reserve authorities in 
dealing with the credit situation as it should 
have been dealt with in the year following the 
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armistice. The country would be vastly bet- 
ter off today if the advance of wages and 
prices which accompanied the increase of 
bank loans from the spring months of 1919 to 
the fall months of 1920 had not taken place. 
That ground is now being slowly and pain- 
fully retraced, while business stagnates and 
millions of people are out of employment. The 
public assents to rising wages and prices more 
readily than to falling wages and prices, but 
they never go up under the influence of credit 
inflation without coming down afterward with 
the same attendant conditions that we have 
today. 


No Refunding of the Liberty Loans 


There has been some agitation in favor of 
refunding the Liberty bonds, in order to raise 
them to the ‘market level, as an act of justice 
to subscribers. There are very substantial ob- 
jections to doing this. A refunding operation 
which included all of these issues would be 
on such a tremendous scale as to seriously 
disturb all security values and make the re- 
funding operations themselves unsatisfactory. 
Finally, and this is conclusive in itself, so many 
of the Liberty bonds have passed out of the 
hands of the original subscribers at a loss that 
any change in the terms which would improve 
the position of present holders would occasion 
much dissatisfaction. The market price of the 
bonds has been adjusted to the interest rate, 
and hundreds of millions, in value, have 
changed hands on that basis. It is too late to 
change the interest rate, except as the bonds 
mature. Subscribers who hold until then will 
get their principal, dollar for dollar. 


Several Refunding Issues 


Secretary Mellon has indicated his purpose, 
instead of attempting a single issue to clean 
up the outstanding short-term indebtedness, to 
bring out several issues of different terms up 
to five years, which is the limit of his present 
authority, thus spreading the maturities in 
such manner as to facilitate future refunding 
operations, and postponing the permanent 
financing until conditions are more favorable 
than they are now, or can be in the near fu- 
ture. While he is pursuing this plan he will 
continue to offer Treasury Certificates as the 
market is able to take them conveniently, and 
to the extent that may be necessary to avoid 
overloading the investment market. 

Undoubtedly this program represents sound 
policy. It is not desirable for the Treasury 
to do any long-term financing while the money 
market is under the pressure for capital that 
exists at this time. Better terms can be had 
later. 

The ideal way to dispose of the Treasury 
certificates would be to pay them off gradually 
from surplus revenues, but the effect of busi- 


ness depression al the revenues and the 
pressure for relief from taxation makes doubt- 
ful any calculation upon surplus revenues until 
times are more prosperous. 


The Treasury Certificates 


It is very’ desirable to clear the banks of the 
paper created by war-time financing as rapid- 
ly as possible and to get all of the public debt 
that must run for years out of the short 
money market and into the hands of investors. 
This would reduce inflation and confine 
the use of bank credit to regular busi- 
ness. It must be recognized, however, that 
a condition has been inherited from war-time 
which cannot be cured immediately. The 
banking situation is loaded with paper created 
for war purposes which can be disposed of 
only as the savings of the country are able to 
absorb it. There is no present fund anywhere to 
take it up. The investment market is in no 
condition to take several billions of additional 
government obligations. Interest rates in 
that field are 7 to 8 per cent, and large 
offerings would not only send rates higher 
and interfere with necessary financing for 
the railroads and industries, but affect all 
outstanding securities unfavorably. The ef- 
fect of transferring government obligations 
from the banking field to the investment 
field would be to crowd other securities into 
the banks, making the latter even less liquid 
than at present. So long as the credit situa- 
tion is such that the banks must carry some 
kind of government obligations, or of invest- 
ment securities, it is best to accept Treasury 
certificates as the form most suitable for bank 
holdings. 


c 
Governmental Expenditures 


Secretary Mellon states the ordinary expen- 
ditures of the government for the first three- 
quarters of the current fiscal year to have 
been $3,783,771,996.74, or at the rate of about 
$5,000,000,000 per year. He estimates ordi- 
nary expenditures in the fiscal year ending 
June 30, 1922, at $4,014,522,168, and total dis- 
bursements, including the sinking fund and re- 
demptions of public debt, at $4,565,877,033. He 
estimates the receipts at $4,547,643,000, but 
includes in the latter $225,026,000 from inter- 
est on foreign obligations. He says of these 
estimates for the coming fiscal year: 


The estimates for the fiscal year 1922 are subject 
to great uncertainty as to both receipts and expendi- 
tures. The estimated collections of $3,700,000,000 of 
internal taxes are hased on the provisions of existing 
law, and are $850,000,000 less than the estimated col- 
lections for 1921, chiefly because of the shrinkage in 
business. They are liable to be somewhat further re- 
duced from the same cause. The estimated ordinary 
expenditures of $4,014,000,000 will on their part be af- 
fected by appropriations which are still to be made. 
The estimated expenditures of the War Department 
and the Navy Department, aggregating over $1,100,- 
000,000 for 1922, will depend largely upon the military 











SSSA 


and naval policy adopted by the Congress at the 
present session. The estimate of about $545,000,000 
for payments to the railroads in 1922 is made neces- 
sary by the provisions to the Transportation Act, 
1920, and increased estimates from the Director Gen- 
eral of Railroads. In the absence of drastic cuts in 
military and naval expenditures, there is almost no 
prospect, according to the estimates, of any substan- 
tial available surplus even in the fiscal year 1922. 


The Hon. James W. Good, Chairman of the 
House Committee on Appropriations, has con- 
trasted the appropriations for the support of 
the Government in the years 1916 and 1922 as 
follows: 


Fiscal Year Fiscal Year 

















1916: 1922, 

ABPICUIEULE 000001000020000 200008 $22,971,782.00 $36,404,259.00 
Army 101,959,195.87 346,703,906.80* 
Diplomatic and Consular 4,040,446.66 9,326,550.79 
District of Columbia...... 11,859,584.45 19,412,412.99 
Fortifications ..............00 6,060,216.90 8,038,017.00 
Indian 9,325,455.00 9,761,554.67 
Legislative, Executive 

BIR DOEIB.  cccecssccesccccsetes 36,904,799.75 110,345,018.75 
Military Academy 1,069,813.37 
Navy 149,661,864.88 396,001,249.23f 
PPOIDITE: 5 case cnccescorevtrbectnebio 164,100,000.00 265,500,000.00 
Post OFFICE) .......ccccsceessseeee 313,364,667.00 574,057,552.00 
River & Harbor 33,982,000.00 15,250,000.00 
Sundry Civil .............0000 122,940,750.79 384,196,760.41 
Deficiencies  .........c.ccseees 12,279,997.08 200,000,000.00§ 
Permanent Annual ...... 121,567,207.00 1,335,776,360.87 
Miscellaneous  ......cscseeee 2,402,923.34 20,000,000.00 


Losses Government 
Control Railroads 





(estimated)  .........000 175,000,000.00 
Federal Roads Aid 

(estimated) ccc 100,000,000.00 

Re scsvessecesstionl $1,114,490,704.09 $4,005,773,642.51 


* As it passed Congress, including Military Academy. 

t As it passed the House, during the last Session of 
Congress. 

§ Estimated. 


Mr. Good has explained the principal in- 
creases as follows: 


While the requirements for the next year will aggre- 
gate approximately $2,900,000,000 more than they were 
for the fiscal year 1916, this increase is due almost 
wholly to our participation in the recent War, and 
the increased cost of our military and naval establish- 
ments. Of this increase $922,000,000 is chargeable to 
interest on the war debt, $266,000,000 for the sinking 
fund to pay on the principal of said debt; $325,000,000 
is chargeable to soldier relief and increases in pen- 
sions; $500,000,000 is for the increase for the National 
defense; $175,000,000 is to pay losses growing out of 
Government control of the railroads during the War, 
and $200,000,000 is included as a deficiency to take care 
of indefinite obligations created during the War. 
These items alone total $2,300,000,000, and are charge- 
able directly to war conditions. Included in the $4,- 
000,000,000 is $100,000,000 for Federal aid in the build- 
ing of public highways, and $231,000,000 is included as 
increased cost of operating the postal service, leaving 
less than $275,000,000 of the excess unaccounted for. 
This excess is made up of many minor items, and a 
close analysis of the items which make up this sum 
discloses the fact that a great deal of it is chargeable 
to war conditions. 


The Foreign Debt 


The foregoing calculations upon refunding 
operations and Treasury revenues are made 
without including any prospective payments 
on account of the indebtedness of foreign gov- 
ernments, excepting $225,026,000 as interest in 
the fiscal year 1922. No statement is made 





as to the source from which this sum is ex- 
pected, but it about corresponds to the annual 
interest on the British debt. The Chancel- 
lor of the British Exchequer, however, in pre- 
senting the Budget for the year ending March 
31, 1922, to the House of Commons on April 
25, stated that no estimate was included for 
interest on the American debt, but that such 
payment would begin in the fiscal year 1922-23. 


The fact is that agreeable as it would be to 
have domestic taxation lightened and the do- 
mestic debt reduced by receiving payments 
upon these foreign debts, there are two sides 
to the question whether such payments in the 
near future will be advantageous to this coun- 
try. We expressed the opinion last Fall that 
it would have been better for this country to 
have taken a renewal of the $400,000,000 then 
paid on the Anglo-French loan than to have 
had that amount paid, the reason being that 
for the time being we were more interested in 
having Europe buy our products than pay 
the old debt. That is still the situation. What- 
ever debt-paying power Europe has at present 
will be used more advantageously, both to 
those countries and to us, if expended for the 
American products of which those countries 
stand in need, and of which we have a surplus, 
than in cancelling the debts owing to this gov- 
ernment. 


Current exchange rates show that in all the 
countries of Europe the demand for the 
means of making private payments in the 
United States far exceeds the supply. The 
high rates for New York exchange prevailing 
throughout Europe are a serious obstacle to 
our exports now, and if the debtor government 
enter the exchange markets in competition with 
private buyers, these rates will be forced 
higher. 


At a time when the uppermost question in 
American business circles is the provision of 
credits to enable Europe to buy in our mar- 
kets, it would be strange policy for us to ask 
our debtors in Europe to use what buying 
power they possess for cancelling indebtedness 
to the United States Treasury. 


The ultimate disposition of the foreign 
loans held by the United States govern- 
ment probably will be by refunding op- 
erations in this market, but they are hardly 
practicable until the foreign governments have 
reached the position where they can make 
the regular interest payments, and our trade 
relations have reached such a condition of nor- 
mality as will permit of the payments being 
made without disturbing the exchanges and in- 
terfering with our exports. The exchange po- 
sition is bad enough now, without having it 
complicated by debt payments. 











Taxation Measures 


The appropriate committees of both houses 
of the Congress are considering tax measures. 
The general sentiment favors a repeal of the 
excess profits taxes and higher surtaxes upon 
incomes. Mr. Good recommends higher taxes 
upon luxuries, including liquors for medicinal 
use and tobaccos. He recommends that the 
taxes on transportation be repealed. Secre- 
tary Mellon advises that sufficient new or 
additional taxes of wide application be adopted 
to bring the internal revenues to $4,000,000,- 
000, after repealing the excess profits taxes 
and modifying the income surtaxes. He would 
like to have the taxes on transportation re- 
pealed, but as they produce $330,000,000 their 
removal would necessitate other levies to pro- 
duce that amount. 


The Economic Policies Commission of the 
American Bankers Association, reporting to 
the Executive Council of that body at Pine- 
hurst last, month, made the following declara- 
tion relative to the transportation taxes: 


We believe that the present taxes upon transporta- 
tion, and particularly those based upon freight 
charges, should be repealed. The low prices now pre- 
vailing for commodities make the present costs of 
transportation much more burdensome to producers 
than when these taxes were adopted in the present 
law, and we are of the opinion that no part of our 
system of taxation is more harmful to business or 
more indefensible at this time. 


This Commission reported the following 
general declaration upon the subject of tax- 
ation, favoring a broadening of the base of 
our system by having more consumption taxes, 
and particularly of taxes upon articles of 
luxury: 


It is an established principle that taxation should 
be so directed as to cause the least practicable inter- 
ference with the normal operations and development 
of industry, for it is only by production that taxation 
can be met or the standard of living maintained and 
advanced. The narrow range of our taxation during 
and since the war has concentrated the collections 
upon that portion of the national income which if not 
so taken would be naturally available for increasing 
the capital fund, upon which industrial expansion de- 
pends. The effects are seen in the scarcity of capital 
for building and development work, high interest rates 
and stagnation of enterprise. While recognizing the 
soundness of the principle that taxes should be dis- 
tributed with reference to ability to pay, we believe 
it to be in the interest of sound finance and for the 
general good that the base under our system of taxa- 
tion shall be broadened by increasing the amount 
raised through consumption taxes. A recent state- 
ment by:the Treasury Department makes an esti- 
mate, based upon official information, showing an ex- 
penditure in this country of approximately $22,000,- 
000,000 per year for commodities classed as luxuries. 
While the list includes many goods of recognized 
utility, it clearly indicates ability on the part of the 
consumers to pay taxes for the support of the na- 
tional government, and we hold the opinion that even 
if increased taxation based upon this consumption has 
the effect of reducing such purchases in some degree, 
the results will be less harmful than the curtailment 
of capital accumulations which results from the ex- 
isting system. We, therefore, are opposed to narrow- 
ing or restricting the present policy of levying excise 
taxes, or sales taxes, and favor raising more revenues 


by this method. Instead of directing taxation so 
largely at what people are saving, we would direct 
more of it at what they are spending. 


Military and Naval Expenditures 


During the recent debate in the Senate upon 
the pending naval appropriation bill, a senator 
speaking in favor of reductions charged that 
the chief influence for large expenditures upon 
the navy was from the large banking corpora- 
tions with foreign interests who wanted a big 
navy to protect or promote their private in- 
terests. The statement hardly can be dignified 
as a charge but it seems to be a current notion 
in some parts of the country, and in that con- 
nection it may be interesting to read the fol- 
lowing paragraph from the report of the Eco- 
nomic Policies Commission of the American 
Bankers Association, taken from its report 
made at Pinehurst: 

In view of the enormous percentage of the annual 
budget which represents the cost of wars in the past, 
we urge that the estimates for the military and naval 
appropriations be carefully considered, with a view to 
reducing them wherever possible, and we trust that 
the influence of the United States Government will be 
exerted toward promoting an amicable arrangement 
among all nations for definitely limiting and reducing 
this class out of outlays in the future. 

The bank officials who subscribed to and 
submitted the foregoing represented the fol- 
lowing named institutions: 

International Acceptance Bank, Inc., New York. 

National City Bank of New York. 

National Shawmut Bank, Boston. 

National Exchange Bank, Baltimore. 

Hibernia State Bank, New Orleans. 

First National Bank, Los Angeles. 

Omaha National Bank, Omaha. 

First Trust and Savings Bank, Chicago. 

Fletcher Savings & Trust Co., Indianapolis. 


First National Bank, Youngstown. 
Peoples State Bank, Detroit. 


The Proceeds of Foreign Loans. 


We have had occasion to note heretofore 
that criticism was being directed at foreign 
loans offered in this market, on the ground 
that no obligation was imposed for the ex- 
penditure of the proceeds in the United States, 
and that in fact they had been used in some 
instances for making payments elsewhere. 
News reports from Washington recently have 
repeated criticisms of this character and in- 
dicated that they were being urged upon the 
attention of the public authorities. 

Nobody will take issue with the proposition 
that the available capital funds of this coun- 
try should be utilized at this time in ways 
most practically helpful to American business 
interests, and especially the producing inter- 
ests. That is where everybody wants them 
to be used, and the fact is that with interest 
rates and exchange rates as they are that -is 
practically the only use that can he made of 
them. 

With New York exchange at a premium all 
over the world, and. gold flowing in this direc- 

















tion wherever gold is free to move, it is evi- 
dent that, none of the proceeds of loans made 
in this market are likely to be withdrawn 
from this country in any other form than 
that of our goods or products. The fact that 
people in all parts of the world are paying 
transportation charges on gold to the United 
States, for the purpose of exchanging it for 
products, is sufficient proof that it is not 
advantageous, under present conditions to bor- 
row gold here with the purpose of moving it to 
some other market. Nothing of the kind is 
taking place. 

It is true, however, that the position of the 
United States, and of New York as a banking 
center is now such that a bank credit in New 
York may be advantageously used as a means 
of payment in other countries. That is a po- 
sition in which London at one time was pre- 
eminent, but New York is now a rival. The 
practice of using New York credit to settle 
accounts around the world is not disadvan- 
tageous to this country. It tends to make this 
a money center and encourages the people of 
other countries to keep funds here. The funds 
are not necessarily removed by being checked 
against; that is illustrated in common banking 
experience. 


Examples of Transfers 


One of the loans against which criticisin was 
directed a year or so was the Norwegian 
loan, which was said to have been used to pay 
for the building of ships in England. Perhaps 
some of the credit was used in that way, but 
if so it was used in turn by English holders 
for purchases in the United States. What dif- 
ference did it make whether the purchases in 
the United States were made by Norwegians 
or English? Similar criticism was made of 
the Swiss and Danish loans, but in each in- 
stance the credits were finally extinguished by 
purchases or the payments of debts in this 
country, whatever the intermediate use of the 
funds may have been. If the credits were use- 
ful in several transactions instead of one only 
it illustrates the complexity of international 
trade and the manner in which many interests 
are interrelated. It may be that the interests 
of several parties including ourselves are best 
served by having the credit pass through sev- 
eral hands. What if Switzerland drew a draft 
on New York to pay for coal in Germany and 
Germany used the draft to buy cotton in the 
United States? Such transactions illustrate a 
community of interests in which it is desirable 
for us to participate, for they tend to improve 
the entire situation. 

The presumption always is in favor of al- 
lowing the parties immediately concerned to 
manage their affairs in the manner which they 
find most economical and effective, and in the 





matter of foreign loans it is enough that ex- 
isting conditions will compel the final use of 
the credits of this country. 


Foreign Banks in New York. 


The General Assembly at Albany adjourned 
without acting upon the bill to permit foreign 
banking institutions to operate branches in 
this State. Although some opposition has 
developed to this measure it probably would 
pass if a vote upon it was reached. Its failure 
to become a law puts the State in the light of 
pursuing a narrow and inhospitable policy, 
and reflects upon the whole country in that 
respect, because New York City is the bank- 
ing center of the country and the place where 
foreign banks would like first to locate. 

While foreign bank offices in New York 
would be competitors of New York banks 
that is a narrow view to take of the proposi- 
tion. Foreign banking institutions would 
bring new business to New York. The more 
banks there are in this city, and the more coun- 
tries they represent, the more deposits there 
will be here, and the greater New York will 
be as a world financial center, to the advantage 
of the whole country, the banking business in- 
cluded. 

There is another feature of the situation 
which is entitled to attention and that is the 
fact that a narrow policy on the part of this 
country toward foreign banks desiring to do 
business here inevitably incites antagonism to 
American banks doing business in other coun- 
tries. The United States, for the sake of its 
trade interests, is interested in a reciprocal 
policy in such matters. American banks have 
no reason to fear the results of such a policy 
and certainly all other interests should favor it. 


Why is Money Tight? 


We have received the following from a bank 
located in one of the western states, describing 
with some detail the change that has come over 
the condition of a typical country bank in an 
agricultural community in the past year, and 
asking a common question: 


“Where has all the money gone to?” This question 
has been asked me at least a hundred times in the 
last six months and has perplexed me sorely. I read 
the banking and trade journals assiduously but no 
where have I seen offered a comprehensive or satis- 
factory answer to this question. 

Take for instance the case of our little bank which 
is a typical example of the general banking situation 
in this agricultural section of the country. A year 
ago our deposits were $915,000 and today they are 
$573,000, or a drop of $342,000. A year ago our loans 
were $875.000 and today they are $618,000 or a reduc- 
tion of $258,000. A year ago at this time when we first 
felt the pinch of the present depression, we longed for 
the coming of fall so that we would realize on the 
coming crop. and thus end the credit stringency. Af- 
ter having sold most of our crop, including hogs and 
cattle, we are today borrowing $165,000 as against 
$30,000 a year ago. Besides returns from the crop, our 
customers have sold within the last twelve months, 




















probably between $75,000 and $100,000 worth of Lib- 
erty Bonds. I reiterate that our institution is indica- 
tive of the general banking situation in this agricul- 
tural territory. 

Among the causes one hears for the scarcity of 
money are: Reduction of deposits through liquida- 
tion of loans, speculation, extravagance, and foreign 
loans. 

Of course, deposits have been reduced through a 
liquidation of loans, but if that is a primary cause, 
why would not the loans and discounts of the banks 
stand at the same ratio today as they did a year ago? 
It is my understanding that banks in every section of 
the country have less deposits than they had a year 
ago and that they are borrowing more money than 
they did at that time. Speculation does not seem 
to offer the satisfactory explanation because it would 
appear to me that speculation was merely a shifting 
of funds from one person or from one section of the 
country to another. 

If I buy something from you for the purpose of 
speculation, I pay for it, at least in part, and it ap- 
pears to me there is just as much money or bank 
credit, or whatever you may wish to call it, in ex- 
istance after the transfer as before. 

I cannot clearly see how extravagance would effect 
a diminution of funds, but that it would merely bring 
about a shifting of funds from one person or class 
of people to another. Suppose the middle west. spent 
half its income on automobiles and silk shirts. The 
purchase price of these commodities would be received 
by manufacturers in the east and would be dispersed 
to laborers and through the regular channels of trade. 
The funds in the hands of new holders might not be 
as productive as though it had been retained in the 
middle west and invested in cattle, silos, and farm 
machinery, but I cannot see how this shifting would 
bring about any diminution of funds. 

Foreign loans are advanced as a cause for the 
scarcity of money but my understanding is that the 
proceeds of these loans were used to retire a current 
indebtedness owed in this country or to purchase 
goods manufactured in this country, and that none 
of this money was exported to Europe. 

None of the above causes, therefore, seem to offer 
a satisfactory explanation of the loss of hundreds of 
millions of dollars that have disappeared over night. 


The conditions described result from the fall 
of prices which has taken place in the past 
year, and from the fact that the prices of all 
commodities have not fallen in like degree, and 
that bank deposits have not been replenished 
to make good the drafts on them to pay out- 
standing obligations. 


The Inflation of Bank Deposits 


During the period of inflation—that is, dur- 
ing the period when the banks were keeping 
down the rate of interest artificially, to help 
float government loans, and making loans free- 
ly, regardless of the restrictions which govern 
in ordinary times—bank deposits rose steadily 
with the loans. When a bank customer bor- 
rowed money, taking credit for it in his ac- 
count, the bank’s deposits were increased in 
that amount. And when the customer checked 
out the amount to pay for a Liberty Bond, or 
any other purpose, the check went into some 
other bank as a deposit, and thus it became 
purchasing power permanently in circulation 
until that borrower—or some borrower— 
checked against a deposit that had been actu- 
ally earned and saved, and thereby ex- 
tinguished a corresponding amount of credit. 
We followed this process of inflating our bank 
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deposits up to about November 1, 1920. Some 
of our bankers were very proud over the 
“growth” of their deposits during that time, 
although they signified very little except that 
a carload of hogs, or wheat, or other products, 
was creating twice as big a credit entry as be- 
fore the war. 


The Depletion of Deposits 


Over against the bank deposits and other 
current assets of every community there are 
always certain debts and liabilities, at home 
and outside. Deposits are being drawn upon 
constantly for the payment of these, but re- 
plenished by the sale of local products. Our 
correspondent’s locality probably has heavy 
fixed charges to pay every year on account of 
borrowed money, fire and life insurance, and 
other like regular items, besides making pay- 
ment for the goods of every kind purchased 
outside. 


Money is only the medium of payments. The 
real source of the ability of that community 
to create bank deposits, make purchases, and 
pay debts is in its farm products, and as the 
prices of these have fallen that ability has been 
diminished. The bank patrons went on draw- 
ing upon their deposit accounts to pay their 
obligations, but their deposits were not replen- 
ished as before. The rate of outgo from the 
banks of that locality has continued on a higher 
level than the rate of inflow, and deposits 
have been steadily depleted. There may be as 
much money in the State as before, but money 
is only a small change, used over and over; the 
original source of debt-paying power has dried 
up, and the common form of expression is that 
“money is tight.” 

Our correspondent found his deposits going 
down and naturally would slow up on making 
loans, and ask his borrowers to pay up. The 
effect of this would be to cause his borrowing 
customers to hunt up his depositors and bor- 
row from them, thus depleting his deposits. 
So far as they drew on him to make payments 
in the neighborhood his deposits might not be 
much affected, but if the balance of payments 
was against that locality his deposits would go 
down and he would have to find the means of 
making the settlements outside. A banker is 
a book-keeper and settling agent for his com- 
munity in its relations with the outside world. 
In this case the banker has borrowed $165,000 
in order to meet his obligations to patrons and 
make the settlements required. 


Service of the Reserve System 


The agricultural districts have suffered more 
than industrial districts in this respect because 
their products have fallen more than manufac- 
tured goods; moreover they do not have the 
amount of fixed inceme from savings that some 














of the older states have. Their outstanding in- 
debtedness usually runs to other states. The 
Boston reserve bank was the first to experience 
liquidation in its own territory, its clients be- 
ing banks that serve industrial communities. 
As the latter collected what was due them 
from other parts of the country, and as their 
operations slowed down, they paid off their 
bank loans, and the Boston reserve bank and 
later the Philadelphia’ and Cleveland reserve 
banks began to lend to the reserve banks of 
Chicago, Minneapolis, Kansas City, Dallas, 
Atlanta and Richmond, all of the latter serving 
districts in which agricultural interests pre- 
dominate. The Chicago district has large in- 
dustrial as well as agricultural interests, and 
within that district the same phenomenon has 
been witnessed, a shift of credit from the town 
industries to the support of agriculture. The 
payments from the country districts to the 
cities have enabled the latter to make pay- 
ments to the reserve banks, while the latter 
have increased their loans to the country. This 
shows how the banking system of the country 
is interlocked and mutually supporting, to the 
advantage of all industries and all sections. 

Some people, instead of recognizing the great 
service the reserve banks have rendered, are 
critical because they have not done more. It 
is natural for people to thing that sonrebody is 
to blame for every uncomfortable development, 
but the banks are neither responsible for the 
fall of prices nor able to completely protect 
the public from their ill-effects. The price 
fluctuations of the last six years have been 
directly related to the war. No country has 
escaped them, and no banking system could 
do more than in some degree mitigate the ef- 
fects. A banking system cannot save a com- 
munity harmless in the face of a world-wide 
shrinkage of values. 


Extravagance and Indebtedness 


It is not so much present speculation and 
extravagance that is contributing to tight 
money as past indulgences which helped to 
create the indebtedness now outstanding. 
It is the debts gaily created in boom times 
that make money tight when prices fall. 
The debts do not shrink with the loss of debt- 
paying power. This warning was sounded 
over and over again, while wages and prices 
were rising, until everybody was tired of hear- 
ing it, and they became so used to hearing it 
that nearly all disregarded it. 

Foreign loans have not taken any money 
out of the country, but loans to enable Ameri- 
can products to be sold abroad have been a 
factor in tightening the credit situation. If 
our correspondent had loaned a portion of his 
deposits to a meat-packer to enable the latter 
to carry European customers, the situation 
would be clear to him. Such a loan is proper 
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and helpful, but credit cannot be loaned for 
such purposes and also for buying land, pack- 
ing and oil stocks, automobiles and a thou- 
sand other uses in which expenditures were 
running high, without making “money tight” 
when settlement day comes. 

We have been commenting upon the situa- 
tion from month to month, endeavoring to 
show that the trouble is largely due to the un- 
balanced state of industry. The prices of what 
the farmer must buy have not fallen to corre- 
spond with the prices of what he has to sell. 
His purchasing power has contracted and he 
cannot go on buying the same quantity of 
goods at the old prices. Consequently great 
numbers of workmen are out of employment 
in the industrial centers, and money grows 
tight with them also. If all wages and prices 
declined together the situation would be better 
for both farmers and wage-earners. 


Farm Products 


By way of illustrating the situation we 
give the following extract from another cor- 
respondent, located in a small town in a good 
farming district of Minnesota: 

Personally I am looking forward tu much better 
conditions, but until the price of raw material is 
somewhat increased or there is an enormous reduction 
in the price of the finished products, there is bound to be 
a great deal of discontent among the farmers, the 
producers of the raw materials. For instance, the 
farmer at our market here cannot get 10 cents a 
pound for his wool; eggs are 15 cents; butter fat 23 
cents; 2 or 3 cents a pound for good cow and calf 
hides; shelled corn does not bring the price that it 
costs for the labor to shell it and to bring it to town. 


These facts ought to be known in every in- 
dustrial center of the country. They show 
the folly of trying to maintain the prices of 
manufactured goods and of wages at present 
levels. 

Reports from state and national labor bu- 
reaus indicate that the loss of wages to wage- 
workers up to this time has been much great- 
er by unemployment than by we ge-rate reduc- 
tions, and this is so because it is the general 
policy of the labor organizations to stand for 
the maintenance of wage-rates. Labor leaders 
are not to be criticized for favoring what they 
believe is for the interests of those whom they 
represent, but it is unfortunate that leaders 
who wield so great an influence should follow 
a mistaken policy. The preference of partial 
unemployment to a reduction of wage-rates is 
altogether wrong under existing conditions. It 
sacrifices wages without reducing industrial 
costs or lowering the cost of living. It pro- 
longs the depression. It refuses to recognize 
the necessity for a general readjustment of 
wages and prices throughout industry, and 
that such readjustment is simple justice be- 
tween the farm and the town industries. 

In some quarters the claim is made that 
since the wage-earners are employed only part 











time they are already suffering as much of a 
curtailment of wages as they should be asked 
to accept. 

Another common plea is that retail prices 
have not come down to correspond with 


wholesale prices or producer’s prices. That is. 


true in many instances, and where is the re- 
sponsibility? Retailers have said that their 
overhead expenses are still high. Overhead 
expenses consist of rent, freight charges, coal, 
lights, labor, supplies, taxes, etc., and are an 
important factor in costs. Rent is kept up by 
the high building costs, which for the most 
part mean wages, freight charges are up be- 
cause of wages, and coal, lights and general 
supplies for the most part are traceable to the 
same basic cause. There are other factors, 
and they should be called to bear their full 
responsibility. Finally, it is not a final answer 
for anyone to say that his costs are high; it is 
up to everybody to get his costs down, and 
do his part in getting conditions back to nor- 
mal. 

None of these excuses meet the emergency 
which exists. They only palter with the situa- 
tion. The fundamental fact is that in order 
to get back to prosperity the balance must be 
restored between, on the one hand, the pro- 
ducers of raw materials and foodstuffs, and on 
the other hand, the producers of finished goods 
and those who provide transportation and 
other services in distribution. 

Professor G. F. Warren, of the New York 
State Agricultural College, is authority for a 
statement ‘endorsed by the Department of 
Agriculture, Washington, that “the product of 
an acre of cotton, sold this year, will bring 61 
per cent of the quantity of general commodi- 
ties that the product of an acre of cotton 
would have brought as a five-year average 
before the war,” and that “in only one year of 
the last 43 would the product of an acre of 
cotton have bought so little.” 

In spite of an exceptional large yield of corn 
per acre last year, the product of an acre of 
that crop, if sold this year “could be exchanged 
for only 73 per cent of the average quantity of 
other commodities that an acre of corn would 
have bought as a five-year average before the 
war.” 

The yield of oats was also exceptionally 
large last year, but the product of an average 
acre would buy 74 per cent of the usual quan- 
tity of other things, and if the price of oats 
alone be considered, a bushel of oats will buy 
63 per cent of the usual quantity of other 
things, which is the lowest in 55 years. 

Wheat makes a better showing than any 
other farm product, and the product of an 
average acre of wheat will buy 81 per cent as 
much as the average acre over the five years 
before the war. This is the lowest in 20 years. 

These are the conditions that must be faced, 


taking account of the fact that approximately 
one half the population of this country lives 
on the farms or in rural communities immedi- 
ately dependent upon the farms, and, further- 
more, that all the raw material industries are 
in the same state of depression as agriculture. 
The buying power simply does not exist in the 
country to give employment to the wage-earn- 
ing population at the present wage-level. 


The Price of Capital. 


We have received a letter in which the writer 
says: 





In your April Bulletin you make the following state- 
ment: 


Everybody who is insisting upon the old wages 
or prices for himself, while accepting cheaper 
services from others, is delaying the revival of 
prosperity. : 

Now, the thing I want to ask is, why the banks, 
who are now about the only body of business men 
who are not taking their medicine, don’t practice what 
they preach and come across and be good citizens with 


the rest of us who are taking huge losses, and reduce 
the interest, rates? 


The interest rate for money is not on the 
same basis as the prices for goods or wages for 
labor. The criticism aimed at the old prices, 
where still maintained, is that they are above 
the natural level and held there arbitrarily. 
The goods are replaceable at a lower level of 
costs. Faw materials have declined, and to 
some extent wages have been reduced; finished 
goods should come into line and the failure to 
bring them into line delays the readjustment 
upon a common level of values which must be 
accomplished before a general state of pros- 
perity can be restored. 


Industry in Deadlock 


The criticism of existing wage scales is sim- 
ilar, and stated elsewhere. The economic 
wage is one at which the people can be em- 
ployed. It is not helpful to wage-workers as 
a class to maintain costs in any jindustry 
above the level at which the products can be 
sold. We have a state of deadlock, because 
people do not generally appreciate the recipro- 
cal nature of trade. One end of the industrial 
organization is up and the other end down, 
with the result that they do not work together ; 
both ends are interested in getting upon a com- 
mon level, so that the exchanges can be re- 
sumed, with full employment for everybody. 

The foregoing are economic considerations, 
not primarily ethical ones. The ethical basis is 
there, for no principle is economically sound 
unless it is also ethically sound, but primarily 
the argument is not that prices and wages 
“ought” to be reduced for ethical reasons, but 
that they must be reduced until the normal 
equilibrium in industry is restored, as a con- 
dition precedent to the revival’ of prosperity, 
and for the best interests alike of business men 
as a body and wage-earners as a body. 














The Scarcity of Capital 


Now why are not interest rates affected in 
the same way as commodity prices and wages? 

They are subject to the same law of supply 
and demand, but there still exists a great scar- 
city of capital. The banks have lost heavily of 
deposits, as a result of the fall in prices, and 
this loss has affected their lending power and 
tightened the situation. The scarcity of capi- 
tal at their command is something beyond the 
power of the banks to make good. It is a 
persistent fallacy that the banks can create 
capital or make it cheap. They can manufac- 
ture credit, but in only a limited sense can 
credit take the place of capital. It is the 
strained relation between capital and credit 
that makes interest rates high. 


During the war the whole world violated 
economic principles, centering all thought and 
effort upon winning the war. Credit was cre- 
ated without stint, and interest rates kept ar- 
tificially low. Instead of restricting private 
consumption in order to release productive ca- 
pacity to the government and to supply the 
government with real capital, we undertook to 
provide the government with purchasing 
power through the private use of bank credit, 
on a great scale. We borrowed as individuals 
and turned the proceeds over to the govern- 
ment. Probably no other course was practica- 
ble, but this inflation of credit resulted in the 
great rise of wages and prices. We got away 
from all standards of value. Finally, when an 
effort was made by the bankers to stop the 
tide of inflation, interest rates inevitably went 
up, and have remained up, although now soft- 
ening a little, as progress is made in restoring 
normal relations between capital and credit. 


The Reserve Banks 


The condition of the reserve banks is still 
abnormal. These banks never were intended 
to coin credit and put it into permanent circu- 
lation as they have done. Their function is in- 
dicated by their name. They were to be re- 
serve institutions, which would be able to stand 
behind the member banks, support them and 
thus safeguard the entire situation and avert 
any repetition of the suspension of cash pay- 
ments which occurred all over this country in 
1907. But instead of using them for this pur- 
pose they have been used to manufacture pur- 
chasing power and put it into permanent cir- 
culation. 


What they have done is no different in prin- 
ciple or effect from what was done during our 
Civil War, when the Government paid its ex- 
penses largely by printing the greenbacks. The 
greenbacks depreciated in value and were 
finally brought to par with gold in 1879. This 
time our paper money was kept at par with 
gold, but the purchasing power of our whole 





body of money, gold included, depreciated al- 
most as much as the greenbacks did in their 
day. Federal Reserve credit was regarded as 
good as gold, but the profusion with which it 
was issued had the effect of depreciating gold, 
as any substitute which is “just as good” 
will depreciate the value of the thing it imi- 
tates. 

The banking system came out of the war 
in an abnorm at condition. It cannot be safely 
accepted as a permanent position. The mem- 
ber banks should pay their debts to the re- 
serve banks and restore the latter to the posi- 
tion and function for which they were de- 
signed. This cannot be done suddenly, and 
should not be attempted suddenly, but the 
banks are loaded with loans which do not rep- 
resent commercial assets, and to a great ex- 
tent represent no existing assets. The loans 
against government war loans do not repre- 
sent existing assets; they are a pledge of gov- 
ernment revenues, to be collected in the fu- 
ture. The loans which represent speculative 
investments made in boom times of course are 
much less suitable for bank assets. 


Every bank that is borrowing of a Federal 
reserve bank is under obligations to reduce 
its borrowings and get itself out of that po- 
sition as soon as it can do so without inflict- 
ing undue hardship upon its customers. By 
undue hardship is meant forced liquidation. 
The latter is to be avoided, but an over-ex- 
tended banking situation is not to be remedied 
by making money easy. 


Investment Rates for Capital 


The privilege afforded a member bank to 
re-discount at a reserve bank gives a desir- 
able elasticity to the system, but no member 
bank should borrow continuously and perma- 
nently of a reserve bank. To do so takes the 
elasticity out of the system. The rate of 
interest in the investment market shows the 
shortage of capital there, issues yielding 7 
and 8 per cent being common. This situ- 
ation cannot be cured by printing money or 
manufacturing credit,'and interest in the com- 
merciai field is governed by the same condi- 
tions. It is impossible to make the bank rate 
low in the face of such rates in the investment 
field ; under such conditions funds ordinarily at 
the command of the banks would be steadily 
transferred to the investment field until the 
equilibrium was restored. 


To sum up, interest rates cannot be regu- 
lated arbitrarily ; they must correspond to the 
relation between the supply of available capi- 
tal and the demand for it. That has been af- 
fected by the war, and is still affected by 
taxation, high cost of living, unremunerative 
returns upon great sums of capital invested 
in railroads and public utilities, credits granted 











to Europe, and finally the industrial disorgan- 
ization which is rendering business enterprises 
unprofitable and tieing up large amounts of 
capital in frozen assets. Interest rates will 
come down as new capital is accumulated, and 
that will be promoted by a general under- 
standing of the fact that the entire commun- 
ity is served by such accumulations, no matter 
who owns them. There is no remedy for a 
scarcity of capital, but more capital. 


The Money Question 

Nine-tenths of the erroneous thinking about 
money is due to confusing money as a medium 
of exchange with capital. Money is a con- 
venience in effecting the exchanges but it 
does not take the place of capital. The money 
question always has been a subject of contro- 
versy, and it is not easily elucidated in all its 
details, but there are certain broad proposi- 
tions which most people are able to grasp, and 
which when agreed to will dispose of many 
of the most plausible fallacies. It is a safe 
rule in the business world not to try to get 
something for nothing, and in the world of 
applied science not to try to get more out of 
any combination than the sum of all that is 
put into it. By the same reasoning it is safe 
to conclude that a people cannot make them- 
selves rich by printing money or by any other 
scheme for making credit take the place of 
capital. There is a hole in every such propo- 
sition somewhere. 

Depletion of Capital by War 

It does not stand to reason that the unpro- 
ductive expenditures which the United States 
made on the war could be the basis of a higher 
permanent level of prosperity than it had ever 
known before. Real prosperity comes by an 
increase of the supply of wealth which one 
way or another contributes to the well-being 
of the population, and the expenditures upon 
the war do not come under this description. 
And yet a great many people who considered 
that they were very prosperous during the 
war and in the two years following, are con- 
vinced that that state of prosperity might 
have continued indefinitely if the bankers had 
not arbitrarily restricted the manufacture of 
credit. They do not see that a settlement day 
need ever have come, or that a reaction was 
inevitable. 

Taking the country as a whole the war-time 
prosperity was a delusion. Those who actually 
improved their position did so at the expense of 
others. Normal relations were violently dis- 
turbed, with the result that some were gainers 
while others were losers, and many were tem- 
porarily deceived into thinking themselves 
gainers when in fact they were not. A good 
many people were consuming principal when 
they thought they were living on income, and 
many were happy and wasteful under condi- 
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tions which could not possibly be lasting. The 
people who gained unearned profits by the sud- 
den rise of prices should have known that such 
a disturbance of normal conditions involved the 
probability of a reverse movement, and all 
those whose incomes increased faster than 
their accustomed expenditures should have 
known that this was a temporary gratuity at 
the expense of the letter-carriers, school- 
teachers and millions of other people whose 
expenditures increased more than their in- 
comes. 

The economic law eventually levels out all 
such inequalities and restores the normal bal- 
ance. The people who at first had the best of 
the disturbance are the chief complainants 
now. 

The Gold Standard 


The world came to the gold standard by a 
process of evolution and elimination, the coun- 
tries one by one adopting it in order to facili- 
tate commerce with each other and to secure 
the greatest possible stability of values. The 
United States finally sealed its adherence to 
the gold standard by the act of Congress ap- 
proved March 14, 1900, which declares that 
“the dollar consisting of 25.8 grains of gold 
nine-tenths fine, shall be the standard unit of 
value of the United States, and all forms of 
money issued or coined by the United States 
shall be maintained at a parity of value with 
this standard, and it shall be the duty of the 
Secretary of the Treasury to maintain such 
parity.” 

There has been no modification of this dec- 
laration. The pledge stands. The Liberty 
bonds are payable in dollars as described in 
that quotation. 


Nominally the United States is on a gold 
basis, for its money of all forms is maintained 
at a parity with the gold dollar, but it is not 
true that 25.8 grains of gold, nine-tenths fine, 
is the standard unit to which prices and prop- 
erty values are now related. The fact is that 
at the level of wages and prices now prevailing 
gold cannot be produced at the rate of 25.8 
grains, nine-tenths fine, to the dollar. Gold 
production is unprofitable and rapidly declin- 
ing. The gold standard cannot be permanent- 
ly maintained without gold production, and in 
the long run wages and prices must re- 
turn to the established standard or the stand- 
ard will have to be changed by reducing the 
number of grains in the dollar, which would 
be a deliberate and unjustifiable act of re- 
pudiation. 


It is the evident duty of the banking au- 
thorities of the country to be guided by 
the law of the land, and to follow a policy 
which in the long run will keep the country 
on a gold basis, with the word “dollar” wher- 














ever used having the significance of 25.8 grains 
of gold, nine-tenths fine. That does not sig- 
nify a drastic policy, but it means a consistent 
policy which eventually will give that result, 
and the business men who talk about stabiliz- 
ing values at some theoretical level which has 
no relation to the gold standard probably have 
not considered the fundamental facts of the 
situation. The level of prices is not an ab- 
straction; if prices are to have any stability 
they must be related to some _ standard 
of value. The great bulk of the primary 
products of the country are now selling prac- 
tically upon the gold standard level. That 
is the level to which general prices will natur- 
ally tend as industry gets back into a normal 
state of productivity over the world. There 
would have been less jar and interruption of 
industry, and losses would have been less se- 
vere, if the descent to the gold standard level 
could have been accomplished more gradually, 
but since the great body of our products are 
there, the logical policy for leaders in all 
branches of industry is to bring prices and 
costs into harmony with the prices of food- 
stuffs and raw materials. 


The Bond Market. 


The past thirty days have shown the won- 
derful absorptive power of the bond market. 
With the opening of the month allotments 
were made on the $230,000,000 Northern Pa- 
cific-Great Northern Joint 6% per cent loan 
which was reported over-subscribed. Follow- 
ing this was a successful sale of $25,000,000 
Republic of Brazil 8 per cent Bonds at 9714 
and interest; $10,000,000 Libby, McNeill & 
Libby First Mortgage 7 per cent Bonds at 
9534 and interest; $20,000,000 Standard Oil 
of New York 6% per cent Debentures at 100 
and interest; $35,000,000 E. I. dupont de Ne- 
mours 7% per cent Bonds at 100 and interest; 
$10,000,000 Kelly-Springfield Tire Company 8 
per cent Notes at 99% and interest. 

The month closed with another large flota- 
tion of foreign bonds—namely, $100,000,000 
Republic of France 7% per cent Bonds at 95 
and interest, to yield 8 per cent. 

These large flotations have resulted in lower 
prices for some of the newer issues which have 
been offered since the first of the year, but as a 
whole the bond market has displayed remark- 
ably strength, and the widespread distribution 
of these new offerings is indicative of the 
tremendous absorptive power which has de- 
veloped from one end of the country to the 
other. In this connection it is interesting to 








note that some of the major syndicate lists 
today include upwards of one thousand active 
bond houses. Prior to the war these same 
lists included on the average from two to three 
hundred firms as real distributors. These fig- 
ures, however, do not include stock exchange 
houses and brokers, but refer to investment 
houses with sales organizations devoting their 
chief efforts to the distribution of investment 
bonds. Were it not for the intensive develop- 
ment on the part of these investment firms, 
and some of the older investment houses and 
institutions which have developed nationwide 
selling organizations, the tremendous amount 
of new financing since January first would not 
have been accomplished with such satisfac- 
tory results to everyone concerned. It is pos- 
sible for the small investor in any part of the 
country to obtain today practically the same 
investment service which is available in our 
large investment centers, and the distribution 
accomplished by these investment houses is 
developing an era unparalleled in the history 
of American finance. 


Discount Rates. 





Rates on paper discounted for member banks approved by 
the Federal Reserve Board and in effect May, 27, 1921. 
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FRO GUGRY: . dccsscsnsene 6 6 6 6 mn 6 
New York...... 6 6 6% 6% 6 6% 
Philadelphia.... *6 5% 6 6 6 
Cleveland ....... 6 6 6 66 6 6 
Richmond ...... 6 6 > a 6 6 
Atlanta .......... 6 6 6 6 6 6 
Chicago ........0 6 6 6% 6% 6 6% 
St. Louis ...... 6 6 6 6 5% 6 
Minneapolis .. 6 6 6% 6% 6 6% 
Kansas City... *%6 6 6 5% 6 
ROTI ccscnbsssiese 6 6 6% 6% 6% 6% 
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*Discount rate corresponds to interest rate borne by 
certificates pledged as collateral. 


NOTE.—Rates shown for St. Louis and Kansas City 
are normal rates, applying to discounts not in excess 
of a basic line fixed for each member bank by the 
Federal Reserve Bank. In the case of St. Louis aver- 
age borrowings in excess of the basic line are subject 
to an additional charge of 1 per cent., while in the case 
of Kansas City the rates on discounts in excess of the 
basic line are subject to a 44 per cent progressive in- 
crease for each 25 per cent by which the amount of 
accommodation extended exceeds the basic line, with 
a maximum rate of 12 per cent. 
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